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E.O. 11652: XGDS-1 
TAGS: ENRG, EINV, TC, IR 

SUBJECT: TAX AND ROYALTY PROBLEM FOR CRESCENT PETROLEUM 

REFS: (A) STATE 44034, (B) TEHRAN 01761, (C) ABU DHABI’S A-8, 

(D) ABU DHABI 443 AND 419 

BEGIN SUMMARY: RULER OF SHARJAH HAS SENT LETTER TO CRESCENT 
SPECIFYING NEW TAX AND ROYALTY OF 77 PERCENT AND 14.5 PER- 
CENT RETROACTIVE TO JUNE 1976. IN CONVERSATION WITH 
AMBASSADOR, RULER OUTLINED HISTORY OF SHARJAH'S REGOTI ATION S 
WITH BOTH CRESCENT AND NIOC, GIVING IMPRESSION HE VERY MUCH MAN 
IN THE MIDDLE. RULER INDICATED THAT ONLY AREA REMAINING 
FOR NEGOTIATION WAS PERIOD OF TIME WITHIN WHICH CRESCENT 
WOULD BE REQUIRED TO MAKE RETROACTIVE PAYMENTS. 

WHILE NIOC INSISTING ON THREE MONTHS, RULER SAYS 
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HAS CHANGED CONDITION TO "AS SOON AS POSSIBLE” AND 
SUGGESTED THESE COULD BE SPREAD OVER PERIOD OF YEARS 
IF NIOC AGREES. CRESCENT MANAGING DIRECTOR PLANS 
RETURN TO U.S. TO DISCUSS RULER'S LETTER WITH 
SHAREHOLDERS. HE ANTICIPATES CRESCENT AT THIS POINT 
MAY ELECT TO GO TO ARBITRATION. END SUMMARY. 
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1 . WITH MY SCHEDULED MEETING ON FEB 21 WITH RULER OF 
SHARJAH SHAIKH SULTAN CANCELLED BY VISIT OF SAUDI 
MINDEF PRINCE SULTAN (ABU DHABI 0530) FOLLOWED BY 
DISCUSSIONS OF FEDERAL BUDGET COMMITTEE WHICH RULER 
SHARJAH HEADS, IT WAS NOT POSSIBLE FOR ME TO RAISE 
CRESCENT PETROLEUM ISSUE WITH HIM UNTIL FEB. 26. THAT 
DAY DCM AND I MOTORED TO SHARJAH TO MEET WITH SHAIKH 
SULTAN FOR HOUR LONG MEETING. 

2. I REVIEWED WHAT I UNDERSTOOD TO BE PRINCIPAL HIGH 
LIGHTS OF EFFORTS TO HARDEN FISCAL TERMS FOR CRESCENT 
BY SHARJAH AND NIOC USING TALKING POINTS CONTAINED 
IN PARA 4 OF REF (A). SHAIKH SULTAN THEN SAID THAT 
MATTER HAD BEEN SUBJECT OF DISCUSSION FOR A VERY LONG 
TIME AND DECISION HAD FINALLY BEEN TAKEN TWO DAYS AGO 
WHICH HE HOPED CRESCENT WOULD ACCEPT. HE THEN 
PROCEEDED TO GIVE WHAT HE INDICATED IS HIS SIDE OF 

THE STORY. 

3. SHAIKH SULTAN SAID THAT BUTTES HAD BASED ITS 
ARHUMENT FOR KEEPING TAX AND ROYALTY AT 55 PERCENT 
AND 12.5 PERCENT RESPECTIVELY ON BASIS OF PLEDGE 
ALLEGEDLY GIVEN IN JUNE 1975 BY THEN DIRECTOR OF 
SHARJAH PETROLEUM DEPARTMENT, THE LATE SHAIKH 
MUHAMMAD BIN SULTAN AL QASIMI (RULER'S COUSIN) THAT 
THESE RATES WOULD APPLY. IN FACT, SHAIKH SULTAN SAID, 
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DIRECTOR OF PETROLEUM DID NOT HAVE THE AUTHORITY TO 
GIVE THIS PLEDGE AND THE SHARJAH GOVERNMENT COULD 
FIND NO RECORD OF IT IN MINUTES OF THEIR MEETINGS 
WITH COMPANY. LATER, WHEN IN AUGUST 1977 SHARJAH 
AS ADMINISTRATOR OF CONCESSION RAISED THE ISSUE OF 
HIGHER FISCAL TERMS, SHAIKH SULTAN SAID THAT HE HAD 
PROPOSED INCREASING TAX AND ROYALTY TO 65 PERCENT AND 
14.5 PERCENT BUY RETROACTIVE ONLY TO JUNE 1975 RATHER 
THAN FROM THE TIME OIL HAD BEGUN TO BE PRODUCED 12 
MONTHS BEFORE. SHAIKH SULTAN SAID JUNE 1975 DATE CHOSEN 
ONLY BECAUSE BUTTES CLAIMED SHAIKH MUHAMMAD HAD MADE 
THIS COMMITMENT AT THAT TIME AND LATTER WAS NO 
LONGER ALIVE IN MID- 1977 TO CLARIFY WHAT KIND OF 
PLEDGE HAD BEEN MADE, IF ANY. 

4. SHAIKH SULTAN SAID THAT BUTTES HAD REJECTED THIS 
OFFER LAST SEPTEMBER. HOWEVER, HE HAD NOT CONVEYED 
THIS REJECTION TO NIOC WHICH HE LEARNED WAS INSISTING 
THAT TAX AND ROYALTY FOR CRESCENT SHOULD BE 77 PERCENT 
AND 14.5 PERCENT RETROACTIVE TO JUNE 1975. SHAIKH 
SULTAN SAID THIS PROBLEM HAD BEEN RAISED WITH AMUZEGAR 
AND WITH THE SHAH IN OCTOBER 1977 BUT THE IRANIANS HAD 
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BEEN ADAMANTLY OPPOSED TO LOWER FISCAL TERMS. MORE- 
OVER, THEY REJECTED CRESCENT'S CONTENTION THAT ONLY 
60 MILLION BBLS WERE RECOVERABLE. NIOC ESTIMATED 
THAT AT LEAST 80 MILLION BBLS WERE RECOVERABLE FROM 
THE CONCESSION AREA. 
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CORRECTEDCOPY FOR PARA EIGHT 

5. AFTER FURTHER DISCUSSION AND FURTHER INDICATIONS THAT 
IRANIAN POSITION FIRM, THE JOINT COMMITTEE 
RESPONSIBLE FOR THE OPERATION 

(COMPOSED OF JUDGE YUSRI DUWAIK FOR SHARJAH AND A 

MR. KHALIDI WHO WORKS FOR DR. MODIR IN NIOC) HAD RECENTLY MET 

IN TEHRAN. THE LAST MEETING HAD BEEN HELD ON FEB. 24 

AND HAD REACHED A FINAL DECISION WHICH WAS FOR TAX 

AND ROYALTY OF 77 PERCENT AND 14.5 PERCENT RETROACTIVE 

TO JUNE 1976. LETTER TO CRESCENT INFORMING THEN OF THIS 

DECISION HAD BEEN SENT FEB. 25. IRANIANS HAD INSISTED 

THAT RETROACTIVE PAYMENT BE MADE IN THREE MONTHS. SHAIKH 

SULTAN SAID HE HAD USED HIS PREROGATIVE AS ADMINISTRATER 

OF THE CONCESSION TO CHANGE THIS CONDITION IN LETTER 

TO READ " AS SOONS AS POSSIBLE”. IF IN FACT THERE WAS 
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A GREAT DEAL MORE OIL IN THE STRUCTURE THAN CRESCENT 
BELIEVES, HE THOUGHT IT MIGHT BE POSSIBLE FOR THE 
COMPANY TO PAY RETROACTIVITY IN INSTALLMENTS OVER 
SEVERAL YEARS. HE ESTIMATED RETROACTIVITY WOULD 
BE CLOSE TO $30 MILLION FOR PERIOD JULY '76 TO 
FEB. 25, 1978. SHIFT OF CUTOFF FROM JUNE 75 TO 
JULY 76 IN INSELF CLAIMED AS A CONCESSION BY SHAIKH 
SULTAN. TEXT OF LETTER TO CRESCENT SHAREHOLDERS 
BEING SENT SEPTEL. 

6. WHEN I EXPRESSED CONCERN THAT CRESCENT SHAREHOLDERS 
MIGHT FIND THESE TERMS UNACCEPTABLE AND MIGHT DECIDE 
TO PULL OUT, SHAIKH SULTAN ASSERTED THAT CRESCENT HAD 
IN FACT DONE VERY WELL FINANCIALLY. IN AN ASIDE, HE 

SAID BUTTES HAD GOTTEN SEVERAL COMPANIES TO PARTICIPATE IN 
THE DEVELOPMENT OF THE CONCESSION WITH ASHLAND 
AND SKET.I.Y EACH TAKING 25 PERCENT OF THE SHARES, KERR 
MCGEE 12.5 PERCENT AND JUNIPER 2.5 PERCENT WITHOUT ANY 
PAYING A BONUS. HE HAD NOT FUSSED OVER THIS AT THE 
TIME BUT WHEN BUTTES "SOLD" 10 PERCENT TO CITIES 
SERVICE AT A LATER DATE, HE WAS CONVINCED THAT 
BUTTES AS OPERATOR HAD DONE VERY WELL FOR ITSELF 
FINANCIALLY. RULER ALSO SAID THAT IF CRESCENT WZRE TO 
PULL OUT, HE COULD ALWAYS GET ANOTHER COMPANY TO TAKE 
OVER OPERATION. FACILITES WERE THERE. ASKED IF NIOC 
WOULD DO SO, HE SAID THAT AS ADMINISTRATOR OF CONCESSION, 
THIS WAS DECISION WHICH HE WOULD HAVE TO MAKE. OUR 
IMPRESSION WAS THAT HE WOULD SEEK AN OUTSIDE FIRM. 

7. TO OUR QUESTION WHETHER NIOC WOULD ACCEPT INSTALL- 
MENT PAYMENTS FOR RETROACTIVITY, SHAIKH SULTAN DID 
NOT KNOW BUT HE LEFT IT UNDERSTOOD THAT HE BELIEVED 
THIS WAS AN AREA FOR POSSIBLE NEGOTIATION. HE 
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SUGGESTED THAT BY SPREADING RETROACTIVE PAYMENTS 
OVER PERIOD, SAY 1978-85, BASED ON USING HIGHER 
NIOC ESTIMDWE OF CONCESSION RESERVES, CRESCENT COULD 
MINIMIZE SIZE OF ANNUAL PAYMENTS. MOREOVER, IF LOWER 
CRESCENT ESTIMATES WERE IN FACT CORRECT AND OIL RAN 
OUT BEFORE RETROACTIVE PAYMENTS WERE COMPLETED, 
COMPANY MIGHT BE ABLE TO USE THIS FACT TO JUSTIFY 
SUSPENSION OF FURTHER INSTALLMENT PAYMENTS. PAYMENTS 
WOULD IN EFFECT BECOME LINKED TO ACTUAL SIZE OF 
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RESERVIOR. 

8. FOLLOWING MEETING WITH SHAIKH SULTAN, WE BRIEFED 
CRESCENT MANAGING DIRECTOR HAMID IAAFAR WHO HAD ONLY 
TWO HOURS BEFORE RECEIVED LETTER FROM RULER ADDRESSED 
TO CRESCENT PARTNERS. TO OUR DESCRIPTION OF WHAT 
SHAIKH SULTAN HAD SAID ABOUT LACK OF DOCUMENTATION 
OF LATE PETROEUL DIRECTOR S PLEDGE TO SET TAX AND 
ROYALTY AT 55 PERCENT AND 12.5 PERCENT. JAAFAR SAID 
THAT "LETTER AGREEMENT" SIGNED BY SHAIKH MUHAMMAD 
HAD BEEN GIVEN TO BUTTES DURING JUNE 1975 BUDGET 
MEETING. THIS WAS RECORDED IN MINUTES OF MEETING, 

COPIES OF WHICH SHARKUH GOVERNMENT HAS. MOREOVER, 

THIS STATEMENT HAD COME AFTER LENGTY DISCUSSIONS 
BY OPERATOR IN TEHRAN AND SHARJAH IN SPRING OF 1975 
POINTING TO ECONOMIC FACTORS WHICH JUSTIFIED NOT CHARGING 
HIGHER TAX AND ROYALTY. ON QUESTION OF OTHER 
COMPANIES JOINING AS SHAREHOLDERS, RULER'S APPROVAL 
OBTAINED IN EACH CASE. JAAFAR SAID THAT NO BONUSES 
HAD BEEN PAID BY ANY OF THE COMPANIES TO SHARE RISK IN 
DEVELOPING NEW CONCESSION. WHILE BUTTES HAD FARMED 
OUT ANOTHER 10 PERCENT OF THE SHARES TO CITIES SERVICE 
IN LATE 1973, IT WAS BEFORE PRODUCTION HAD STARTED 
AND THERE HAD BEEN NO SALE OF ANY SHARES. IN FACT 
THERE WAS NO PRECEDENCE IN GULF FOR GOVERN- 
MENTS GETTING BONUS FOR FARMING OUT SHARES EXCEPT FOR 
BP SALE OF ITS SHARES IN ADMA TO JAPANESE. CITIES 
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SERVICE HAD REIMBURSED BUTTES FOR 10 PERCENT OF TOTAL 
DEVELOPMENT COSTS TO DATE AND PUT UP ANOTHER $8 MILLION 
WHICH CITIES SERVICE TOOK AS TAX CREDIT. HOWEVER, 
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BECAUSE NIOC HAD RAISED SUCH A FUSS OVER THIS, BUTTES 
HAD PAID SHARJAH AND IRANIAN GOVERNMENTS $1 MILLION 
TO AVOID BREAKDOWN IN RELATIONS. FINALLY, ON QUESTION 
OF WHO WOULD TAKE OVER CONCESSION IF CRESCENT PULLED 

8. JAAFAR SAID HE THOUGHT CRESCENT WOULD FIRST SEEK 
ARBITRATION. ONLY WAY SHARJAH COULD GET ANOTHER OPERATOR 
UNDER AGREEMENT WOULD BE IF ARBITRATION FAILED AND 
SHARJAH NATIONALIZED CRESCENT ASSESTS. RATTER WOULD 
THEN BE ENTITLED TO COMPENSATION. 

9. JAAFAR APPRECIATED USG'S INTERVENTION AND SAID 
HE THOUGHT HE WOULD BE GOING TO U.S. SHORTLY TO 
DETERMINE HOW SHAREHOLDERS PLAN RESPOND TO FEB. 15 
LETTER. NOTING THAT LETTER REFERS TO ARTICLE 37, 

WHICH IS "BETTER TERMS ARTICLE" (I.E., IF BETTER 

TERMS SHOULD ACCRUE TO GOVERNMENTS IPSGULF AREA, THEN 
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COMPANY AND RULER WILL DISCUSS CHANGED CIRCUMSTANCES 
PREVAILING IN AREA TAKING INTO CONSIDERATION OPERATING 
CONDITIONS WITHIN SHARJAH IN ORDER TO DETERMINPUWHETHER 
AN INCREASE IN TERMS IS AGREEADHE TO BOTH PARTIES), HE 
BELIEVED MATTER WOULD GO TO ARBITRATION. JAAFER SAID HE 
WOULD FURNISH EMBASSY WITH KEY DOCUMENTS. 

10. COMMENT: WE SEEM TO HAVE PECULIAR SITUATION WHERE 
THERE HAVE BEEN NEGOTIATIONS BETWEEN SHARJAH AND NIOC 
ON WHAT FISCAL TERMS FOR CRESCENT SHOULD BE BUT WITHOUT 
BRINGING COMPANY INTO DISCUSSIONS. NOW THAT SHARJAH 
AND NIOC APPEAR TO HAVE REACHED COMPROMISE AGREEMENT, 

RULER OF SHARJAH IS SEEKING TO APPLY IT TO CRESCENT. 

FROM OUR VANTAGE POINT, THERE APPEARS TO BE NO GIVE 

ON NEW TAX AND ROYALTY RATES SPELLED OUT IN FEB. 25 
LETTER AND WHICH CRESCENT APPARENTLY PREPARED TO ACCEPT. 

ISSUE REMAINS PAYMENT OF RETROACTIVITY WHICH IF 
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SPREAD OUT OVER PERIOD OF SEVERAL YEARS (RATHER 
THAN SEVERAL MONTHS AS DEMANDED BY NIOC) WOULD BE 
LESS ONEROUS FOR CRESCENT. QUESTION REMAINS WHETHER 
NIOC, WHICH HAS PLAYED VERY DIRECT ROLE, WILL AGREE. 
SHAIKH SULTAN DECRIBED HIMSELF AS SORT OF A THERMO- 
STAT BETWEEN IRANIANS AND CRESCENT WHICH WAS HIS WAY 
OF STATING HE WAS MAN IN THE MIDDLE WHO HAD TRIED TO 
DO BEST HE COULD. THEREFORE WE SEE VERZLITTLE MORE 
WE CAN DO HERE UNLESS NIOC CAN BE ENCOURAGED TO TAKE 
REASONABLE POSITION. 

1 1 . FOR TEHRAN. AT THIS POINT IT WOULD BE HELPFUL 
IF YOU COULD AGAIN APPROACH NIOC (KHALIDI OR MODIR) 

TO POINT OUT THAT STRINGENT RETROACTIVE PAYMENTS 
BEING SOUGHT BY SHARJAH AT NOIC’S BEHEST ARE 
LIKELY PROVE VERY DIFFICULT FOR CRESCENT TO ACCEPT. 
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ACCORDINGLY WOULD BE USEFUL TO KNOW BASIS FOR NIOC'S 
INSISTENCE THAT COMPANYZKAPABLE OF MEETING THESE 
PAYMENTS. MAY ALSO WISH POINT OUT THAT USG IS 
CONCERNED THAT AMERICAN COMPANY BE PERMITTED CONTINUE 
OPERATE SHARJAH CONCESSION AND THAT WE HOPE ALL PARTIES 
INVOLVED CAN REACH SUITABLE TERMS THAT WILL ENABLE 
COMPANY TO DO SO. 

DICKMAN 
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